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52.2(2) Returns of cooperatives return of income for cooperatives, defined in Section 6072(d)
of the Internal Revenue Code, must be filed on or before the fifteenth day of the ninth month following
the close of the taxpayer’s taxable year.

52.2(3) Shortperiod returns.Where under a provision of the Internal Revenue Code, a corporation
is required to file a tax return for a period of less than 12 months, a short period lowa return must be filec
for the same period. The short period lowa return is due 45 days after the federal due date, not conside
ing any federal extension of time to file.

52.2(4) Extension ofime for filing returns for tax years beginning on or after January 1, 19&&
701—subrule 39.2(4).

This rule is intended to implement lowa Code sections 422.21 and 422.24.

701—52.3(422) Form for filing.

52.3(1) Use and completeness of prescribed forReturns shall be made by corporations on
forms supplied by the department. Taxpayers not supplied with the proper forms shall make applica-
tion for same to the department in ample time to have their returns made, verified and filed on or before
the due date. Each taxpayer shall carefully prepare the taxpayer’s return so as to fully and clearly se
forth the data required. For lack of a prescribed form, a statement made by a taxpayer disclosing th
taxpayer’s gross income and the deductions therefrom may be accepted as a tentative return, and
verified and filed within the prescribed time, will relieve the taxpayer from liability to penalties, pro-
videdthat without unnecessary delay such a tentative return is replaced by a return made on the prope
form. Each question shall be answered and each direction complied with in the same manner as if th
forms and instructions were embodied in these rules.

Failure to receive the proper forms does not relieve the taxpayer from the obligation of making any
return required by the statute.

Returns received which are not completed, but merely state “see schedule attached” are not consic
ered to be aroperly filed return and may be returned to the taxpayer for proper completion. This may
result in the imposition of penalties and interest due to the return being filed after the due date.

52.3(2) Form for filing—domestic corporationsA domestic corporation, as defined by lowa
Code subsection 422.32(5), is required to file a complete lowa return for each year of its existence re
gardless of whether the corporation has income, loss, or inactivity. For tax periods beginning on or
afterJanuary 1, 1999, domestic corporations are required to file a complete lowa return only if they are
doing business in lowa, or deriving income from sources within lowa. However, the corporation may
substitute a copy of the true and accurate federal income tax return as filed with the Internal Revenut
Service in lieu of certain lowa return schedules. This substitution is optional, but in all instances a
detailed computation of the federal tax liability actually due the federal government shall be required
as a part of the lowa return. The lowa schedules subject to the substitution provision are: income state
ment, balance sheet, reconciliation of income per books with income per return and analysis of unap:
propriated retained earnings per books.

When a domestic corporation is included in the filing of a consolidated federal income tax return,
the lowa corporation income tax return shall include a schedule of the consolidating income statement:
as properly computed for federal income tax purposes showing the income and expenses of each mer
ber of the consolidated group, and a schedule of capital gains on a separate basis.

If a domestic corporation claims a foreign tax credit, research activities credit, alcohol fuel credit,
employer social security credit, or work opportunity credit on its federal income tax return, a detailed
computation of the credits claimed shall be included with the lowa return upon filing. In those
instances where the domestic corporation is involved in the filing of a consolidated federal income tax
return, the credit computations shall be reported on a separate entity basis.
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Similarly, where a domestic corporation is charged with a holding company tax or an alternative
minimumtax, the details of the taxes levied shall be put forth in a schedule to be included with the lowa
return. Furthermore, these taxes shall be identified on a separate company basis where the domestic
corporation files as a member of a consolidated group for federal purposes.

52.3(3) Form for filing—foreign corporationsForeign corporations, as defined by lowa Code
subsection 422.32(6), must include a true and accurate copy of their federal corporation income tax
return adiled with the Internal Revenue Service with the filing of their lowa return. At a minimum this
return includes the following federal schedules: income statement, balance sheet, reconciliation of
incomeper books with income per return, analysis of unappropriated retained earnings per books, divi-
dend income and special deductions, cost of goods sold, capital gains, tax computation and tax depos-
its, research activities credit computation, work opportunity credit computation, foreign tax credit
computation, alcohol fuel credit computation, employer social security credit computation, alternative
minimum tax computation, and statements detailing other income and other deductions.

When a foreign corporation whose income is included in a consolidated federal income tax return
files an lowa return, federal consolidating income statements as properly computed for federal income
tax purposes showing the income and expenses of each member of the consolidated group shall be re-
quired together with the following additional schedules on a separate basis:

a. Capital gains.

b. Dividend income and special deductions.

c. Research activities credit, alcohol fuel credit and employer social security credit computa-
tions.

d. Work opportunity credit computation.

e. Foreign tax credit computation.

f.  Holding company tax computation.

g. Alternative minimum tax computation.

h. Schedules detailing other income and other deductions.

52.3(4) Amendedeturns. If it becomes known to the taxpayer that the amount of income reported
to be federal net income or lowa taxable income was erroneously stated on the lowa return, or changed
by Internal Revenue Service audit, or otherwise, the taxpayer shall file an amended lowa return along
with supporting schedules, to include the amended federal return and a copy of the federal revenue
agent'sreport if applicable. A copy of the federal revenue agent’s report and notification of final feder-
al adjustments provided by the taxpayer will be acceptable in lieu of an amended return. The assess-
ment or refund of tax shall be dependent on the statute of limitations as set forth in 701—subrule
51.2(1) and rule 701—55.3(422).

This rule is intended to implement lowa Code section 422.21.

701—52.4(422) Payment of tax.

52.4(1) Quarterly estimated paymentg&ffective for taxable years beginning on or after July 1,
1977,corporations are required to make quarterly payments of estimated income tax. Rules pertaining
to the estimated tax are contained in 701—Chapter 56.

52.4(2) Full estimated payment on original due daRescinded IAB 3/15/95, effective 4/19/95.

52.4(3) Penalty and interest on unpaid tagee rule 701—10.6(421) for penalty for tax periods
beginning on oafter January 1, 1991. See rule 701—10.8(421) for statutory exemptions to penalty for
tax periods beginning on or after January 1, 1991.

Interest shall accrue on tax due from the original due date of the return. Interest on refunds of any
portion ofthe tax imposed by statute which has been erroneously refunded and which is recoverable by
the department shall bear interest as provided by law from the date of payment of the refund, consider-
ing each fraction of a month as an entire month. See rule 701—10.2(421) for the statutory interest rate.

All payments shall be first applied to the penalty and then to the interest, and the balance, if any, to
the amount of tax due.
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52.4(4) Payment of tax by uncertified checkghe department will accept uncertified checks in
payment of income taxes, provided the checks are collectible for their full amount without any deduc-
tion for exchange or other charges unless requirements for electronic transmission of remittances an
related information specify otherwise. The date on which the department receives the check will be
consideredhe date of payment, so far as the taxpayer is concerned, unless the check is dishonored. |
one check is remitted to cover two or more corporations’ taxes, the remittance must be accompanied b
a letter of transmittal stating: (a) the name of the drawer of the check; (b) the amount of the check; (c)
the amount of any cash, money order or other instrument included in the same remittance; (d) the nam
of each corporation whose tax is to be paid by the remittance; and (e) the amount of payment on accoul
of each corporation.

52.4(5) Procedurewith respect to dishonorethecks.If any check is returned unpaid, all expenses
incidental to the collection thereof will be charged to the taxpayer. If any taxpayer whose check has
beenreturned by the depository bank uncollected should fail at once to make the check good, the direc:
tor will proceed to collect the tax as though no check had been given. A taxpayer who tenders a certi
fied check in payment for taxes is not relieved from his obligation until the check has been paid.

52.4(6) New jobs credit.Transferred to 52.8(422) IAB 11/28/90, effective 1/2/91.

This rule is intended to implement lowa Code sections 422.21, 422.24, 422.25, 422.33 and 422.86

701—52.5(422) Minimum tax.

52.5(1) Rescinded IAB 11/24/04, effective 12/29/04.

52.5(2) For tax years beginning after 1997, a small business corporation or a new corporation for
its first year of existence, which through the operation of Internal Revenue Code Section 55(e) is ex-
empt from the federal alternative minimum tax, is not subject to lowa alternative minimum tax. A
smallbusiness corporation may apply any alternative minimum tax credit carryforward to the extent of
its regular corporation income tax liability.
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For tax years beginning on or after January 1, 1987, the minimum tax is imposed only to the extent
that it exceeds the taxpayer’s regular tax liability computed under lowa Code subsection 422.33(1).
The minimum tax rate is 60 percent of the maximum corporate tax rate rounded to the nearest one-tenth
of 1 percent or 7.2 percent. Minimum taxable income is computed as follows:
State taxable income as adjusted by lowa Code section 422.35

Plus: Tax preference items, adjustments and losses added back

Less: Allocable income including allocable preference items and adjustments under Section 56 of
the Internal Revenue Code including adjusted current earnings related to allocable income
including the allocable preference items

Subtotal
Times: Apportionment percentage
Result
Plus: Income allocable to lowa including allocable preference items and adjustments under

Section 56 of the Internal Revenue Code including adjusted current earnings related to
allocable income including the allocable preference items

Less: lowa alternative tax net operating less deduction
$40,000 exemption amount

Equals: lowa alternative minimum taxable income

For tax years beginning on or after January 1, 1987, the items of tax preference are the same items of
tax preference under Section 57 except for Subsections (a)(1) and (a)(5) of the Internal Revenue Code
used taccompute federal alternative minimum taxable income. The adjustments to state taxable income
are those adjustments required by Section 56 except for Subsections (a)(4) and (d) of the Internal Reve-
nue Code used to compute federal alternative minimum taxable income. In making the adjustment
underSection 56(c)(1) of the Internal Revenue Code, interest and dividends from federal securities net
of amortization of any discount or premium shall be subtracted. For tax years beginning on or after
January 11988, in making the adjustment under Section 56(c)(1) of the Internal Revenue Code, inter-
est and dividends from state and other political subdivisions and from regulated investment companies
exempt from federal income tax under the Internal Revenue Code shall be subtracted net of amortiza-
tion of any discount or premium. In making the adjustment for adjusted current earnings, subtract For-
eignSales Company (FSC) dividend income and Puerto Rican dividend income computed under Inter-
nal Revenue Code Section 936 to the extent they are included in the federal computation of adjusted
currentearnings. Losses to be added are those losses required to be added by Section 58 of the Internal
Revenue Code in computing federal alternative minimum taxable income.

a. Tax preference items are:

Intangible drilling costs;

Incentive stock options;

Reserves for losses on bad debts of financial institutions;
Appreciated property charitable deductions;

. Accelerated depreciation or amortization on certain property placed in service before
uary 1, 1987.

Adjustments are:

Depreciation;

Mining exploration and development;

Long-term contracts;

lowa alternative minimum net operating loss deduction;
Book income or adjusted earnings and profits.

Jal
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c. Losses added back are:

1. Farm losses;

2. Passive activity losses.

Computation of lowa alternative minimum tax net operating loss deduction.

Net operating losses computed under rule 701—53.2(422) carried forward from tax years which
begin before January 1, 1987, are deductible without adjustment.

Net operating losses from tax years which begin after December 31, 1986, which are carried back o
carried forward to the current tax year shall be reduced by the amount of tax preferences and adjus
ments taken into account in computing the net operating loss prior to applying rule 701—53.2(422).
The deduction for a net operating loss from a tax year beginning after December 31, 1986, which is
carriedback or carried forward shall not exceed 90 percent of the alternative minimum taxable income
computed without regard for the net operating loss deduction.

The exemption amount shall be reduced by 25 percent of the amount that the alternative minimum
taxableincome computed without regard to the $40,000 exemption exceeds $150,000. The exemptior
shall not be reduced below zero.

ExampPLE: The following example shows the computation of the alternative minimum tax when
there are net operating loss carryforwards and carrybacks including an alternative minimum tax net
operating loss.

For tax year 1987, the following information is available:

Federal taxable income before NOL $182,000
Federal NOL carryforward <97,000>
Federal income tax 19,750
Tax preferences and adjustments 48,000
lowa income tax expensed on federal 2,570
lowa NOL carryforward 147,000

For tax year 1988, the following information is available:

Federal taxable income before NOL $<154,000>
Federal income tax refund 15,460
Tax preferences and adjustments 78,000
lowa income tax refund reported on federal 2,570

The alternative minimum tax for 1987 before the 1988 net operating loss carryback should be com-
puted as follows:

Regular lowa Tax

Federal taxable income $182,000
less 50% federal tax <9,875>
add lowa income tax expensed 2,570
lowa taxable income before NOL carryforward — $174,695
less NOL carryforward <147,000 >
lowa taxable income $ 27,695

lowa income tax $ 1,716
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Alternative Minimum Tax

lowa taxable income before NOL
add preferences and adjustments
Total

less NOL carryforward*

lowa alternative taxable income
less exemption amount

Total

Times 7.2%

Less regular tax

Alternative minimum tax

Revenue[701]
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$174,695
48,000
"$222,695
<147,000 >
~— § 75,695
<40,000 >
$ 35,695
2,570
<1,715>
“§ 855

*Net operating loss carryforwards from tax years beginning before January 1, 1987, are deductible

at 100 percent without reduction for items of tax preference or adjustments arising in the tax year.

The alternative minimum tax for 1987 after the 1988 net operating loss carryback should be com-

puted as follows:

Regular lowa Tax

Federal taxable income

less 50% federal tax

add lowa income tax expensed

lowa taxable income before NOL carryforward
less NOL carryforward

less NOL carryback from 1988
NOL carryforward

Alternative Minimum Tax

lowa taxable income before NOL

add preferences and adjustments

Total

less NOL carryforward from pre-1987 tax year
Total

less alternative minimum tax NOL

Total

less exemption

Alternative minimum taxable income after NOL

$ 182,000
<9,875 >
2,570
— § 174,695
<147,000 >
$ 27,695
<148,840 >
“$<121,145

$ 174,695
48,000
$ 222,695
<147,000 >
$ 75,695
<68,126 >
$ 7,569
<40,000 >
- % -0
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1Computation of 1988 lowa NOL

Federal NOL $<154,000 >
add 50% of federal refund 7,730
less lowa refund in federal income <2,570 >
lowa NOL "$<148,840>

2Computation of 1988 Alternative Minimum Tax NOL

lowa NOL $<148,840 >
add preferences and adjustments 78,000
Total $ <70,840>
NOL carryback limited to 90% of alternative minimum

income before NOL and exemption* $ <68,126 >
Alternative minimum tax NOL carryforward —§ 2,705

*For purposes of the alternative minimum tax, net operating loss carryforward or carryback from
tax years beginning after December 31, 1986, must be reduced by items of tax preference and adjus
ments, and are limited to 90 percent of alternative minimum taxable income before deduction of the
post-1986 NOL and the $40,000 exemption amount ($75¢688%6 = $68,126).

52.5(3) Effective for tax years beginning on or after January 1, 1986, estimated payments are re-
quired for minimum tax.

52.5(4) Alternative minimum tax credit for minimum tax paid in a prior tax year. Minimum tax
paid inprior tax years commencing with tax years beginning on or after January 1, 1987, by a taxpayer
can be claimed as a tax credit against the taxpayer’s regular income tax liability in a subsequent ta:
year. Therefore, 1988 is the first tax year that the minimum tax credit is available for use and the credit
is based on the minimum tax paid by the taxpayer for 1987. However, only the portion of the minimum
tax which is attributable to those adjustments and tax preferences which are “deferral items” qualifies
for the minimum tax credit for tax years beginning before January 1, 1990. “Deferral items” are those
tax preferences and adjustments which result in a temporary change in a taxpayer’s tax liability. An
example of ddeferral item” is the tax preference for accelerated depreciation of real property placed in
service before 1987. On the other hand, the portion of the minimum tax which is attributable to the
“exclusion item” for appreciated property charitable deduction does not qualify for the minimum tax
credit. The appreciated property charitable deduction tax preference is the only state “exclusion item,”
although there are several “exclusion items” which are used to compute federal minimum tax. For tax
years beginning on or after January 1, 1990, the entire amount of minimum tax paid qualifies for the
minimum tax credit, and there is no longer any distinction between “deferral items” and “exclusion
items.” The minimum tax credit may only be used against regular income tax for a tax year to the extent
thatthe regular tax is greater than the tentative minimum tax for the tax year. If the minimum tax credit
is not used up against the regular tax for a tax year the remaining credit is carried to the following tax
year to be applied against the regular income tax liability for that period.

a. Computation ofninimum tax credit on Form I1A 8801C. The minimum tax credit is computed
on Form IA 8801C from information on Form |A 4626 for the prior tax year, Form |A 1120 and Form
IA 4626 for the current year and from Form IA 8801C for the prior year (applies in 1989 and in subse-
guent tax years).
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Form IA8801C is in three parts. In the first part, a calculation is made to determine the portion of the
minimum tax paid in the prior year, if any, which is attributable to the exclusion item for appreciated
property charitable deduction. In the second portion of Form IA 8801C, the minimum tax attributable
to the appreciated property charitable deduction from Part |, is subtracted from the total minimum tax
paidfor the prior year. The remaining amount of minimum tax is attributable to the deferral tax prefer-
ence items and adjustment items. This remaining amount, if any, is added to the minimum tax carry-
overcredit from the 1A 8801C for the prior tax year, if any. This total is compared to the regular income
tax liability less the credits set forth in lowa Code section 422.33, less the tentative minimum tax for the
current year and the lesser amount is the allowable minimum tax credit for the current year.

The final part of Form IA 8801C is used to compute the minimum tax credit, if any, which will be
carriedover to the next tax year. The carryover credit is computed by subtracting the allowable credit
for the current tax year from the total of the minimum tax credit attributable to the deferral items and the
carryover credit from the prior tax years.

b. EXAMPLE. Taxpayer had a 1989 taxable income of $300,000 and an accelerated depreci-
ation tax preference of $80,000. In 1988 the taxpayer had taxable income of $345,000 and tax prefer-
ences of $145,000 which consisted of $110,000 of accelerated depreciation and $35,000 of appre-
ciated property charitable deduction. The minimum tax credit for 1989 was computed on Form IA
8801C using data from IA 4626 for 1988 and from IA 4626 for 1989 and IA 1120 for 1989.

Form IA 8801C

Part I. Computation of Minimum Tax on Exclusion Items

Line 11 - Gross tax on exclusion items -0-
Line 12 - Less regular tax minus credits $33,900
Line 13 - Net minimum tax on exclusion items -0-
Part I1. Computation of Allowable Credit for 1989

Line 14 - Enter amount from line 17 IA 4626 for 1988 $ 1,380
Line 15 - Enter amount from line 13 part | -0-
Line 16 - Subtract line 15 from line 14 $ 1,380
Line 17 - Enter credit carryforward from 1987 -0-
Line 18 - Add lines 16 and 17 $ 1,380
Line 19 - Enter 1989 regular tax liability $28,500
Line 20 - Enter 1989 tentative minimum tax $27,360
Line 21 - Subtract line 20 from line 19 $ 1,140
Line 22 - Allowable minimum tax credit for 1989. Enter smaller of line 18 or 21. $ 1,140
Part lll.  Computation of Minimum Tax Credit Carryovers

Line 23 - Enter amount from line 18 part Il $ 1,380
Line 24 - Enter amount from line 22 part Il $ 1,140

Line 25 - Carryforward of minimum tax credit to 1990. Subtract line 24 from line 23. $ 240
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c. Computation of the minimum tax credit attributable to a member leaving an affiliated group
filing a consolidated lowa corporation income tax return. The amount of minimum tax credit available
for carryforward attributable to a member of a consolidated lowa income tax return shall be computed
as follows: The consolidated minimum tax credit available for carryforward from each tax year is mul-
tiplied by afraction, the numerator of which is the separate member’s tax preferences and adjustment:
for the tax year and the denominator of which is the total tax preferences and adjustments of all mem
bers of the consolidated lowa income tax return for the tax year.

d. Computation of the amount of minimum tax credit which may be used by a new member of a
consolidated lowa corporation income tax return. The amount of minimum tax credit carryforward
whichmay be used by a new member of a consolidated lowa income tax return is limited to the separate
member’s contribution to the amount by which the regular income tax less credits set forth in lowa
Code section 422.33 exceeds the tentative minimum tax.

The separate member’s contribution to the amount by which the regular income tax less nonrefund-
able credits exceeds the tentative minimum tax shall be computed as follows:

A
[E xC+DxF = Separate memberscortribotion tbtheramotiht byivitichrelgulermimcome tax
— less crentgseqiofttinisecion2r 433 8Reees et dmadiet Atmamemitaxs

A = Separate corporation gross sales within lowa after elimination of all intercompany transactions.

B = Consolidated gross sales within and without lowa after elimination of all intercompany transac-

tions.

lowa consolidated income subject to apportionment.

Separate corporation income allocable to lowa.

lowa consolidated income subject to tax.

= The amount by which the regular income tax less credits set forth in lowa Code section 422.33
exceeds the tentative minimum tax.

e. Minimum tax credit after merger. When two or more corporations merge or consolidate into
one corporation, the minimum tax credit of the merged or consolidated corporations is available for use
by the survivor of the merger or consolidation.

This rule is intended to implement lowa Code section 422.33.

mmo O
TR T

701—52.6(422)Motor fuel credit. A corporation may elect to receive an income tax credit in lieu of
the motor fuel tax refund provided by lowa Code chapter 452A. A corporation which holds a motor
fuel tax refund permit when it makes this election must cancel the permit within 30 days after the first
day of the tax year. However, if the refund permit is not canceled within this period, the permit be-
comesinvalid at the time the election to receive an income tax credit is made. The election will contin-
ue for subsequent tax years unless a new motor fuel tax refund permit is obtained.

The amount of the income tax credit must be the amount of lowa motor fuel tax paid on qualifying
fuel purchases as determined by lowa Code chapter 452A and lowa Code section 422.110 less any ste
salesax as determined by 701—subrule 231.2(2). The credit must be claimed on the tax return cover-
ing the tax year in which the motor fuel tax was paid. If the motor fuel credit results in an overpayment
of income tax, the overpayment may be refunded or may be credited to income tax due in the subse
quent tax year.



Ch 52, p.18 Revenue[701] IAC 11/24/04

Shareholders of S corporations may claim an income tax credit on their individual income tax re-
turnsfor their respective shares of the motor vehicle fuel taxes paid by the corporations. The credit for
a shareholder is that person’s pro-rata share of the fuel tax paid by the corporation. A schedule must be
attached to the individual’s return showing the distribution of gallons and the amount of credit claimed
by each shareholder.

The corporation must attach to its return a schedule showing the allocation to each shareholder of
the motor fuel purchased by the corporation.

This rule is intended to implement lowa Code section 422.33.

701—52.7(422) Research activities crediEffective for tax years beginning on or after January 1,
1985, taxpayers are allowed a tax credit equal to 6.5 percent of the state’s apportioned share of qualify-
ing expenditures for increasing research activities. For purposes of this credit, “qualifying expendi-
tures” means the qualifying expenditures for increasing research activities as defined for purposes of
the federal credit for increasing research activities computed under Section 41 of the Internal Revenue
Code. For tax years beginning on or after January 1, 1991, “qualifying expenditures” means the quali-
fying expenditures for increasing research activities as defined for purposes of the federal credit for
increasing research activities computed under Section 41 of the Internal R€wveleLes in effect on
January 1, 1998. The lowa research activities credit is made permanent for tax years beginning on or
after January 1, 1991, even though there may no longer be a research activities credit for federal in-
come tax purposes. The “state’s apportioned share of qualifying expenditures for increasing research
activities” must be the ratio of the qualified expenditures in lowa to total qualified expenditures times
total qualifying expenditures for increasing research activities.
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52.7(1) Qualified expenditures in lowa are:

a. Wages for qualified research services performed in lowa.

b. Cost of supplies used in conducting qualified research in lowa.

c. Rental oflease cost of personal property used in lowa in conducting qualified research. Where
personal property is used both within and without lowa in conducting qualified research, the rental or
lease cost must be prorated between lowa and non-lowa use by the ratio of days used in lowa to tot:
days used both within and without lowa.

d. Sixty-five percent of contract expenses paid by a corporation to a qualified organization for
basic research performed in lowa.

52.7(2) Total qualified expenditures are:

a. Wages paid for qualified research services performed everywhere.

b. Cost of supplies used in conducting qualified research everywhere.

c. Rental or lease cost of personal property used in conducting qualified research everywhere.

d. Sixty-five percent of contract expenses paid by a corporation to a qualified organization for
basic research performed everywhere.

Qualifying expenditures for increasing research activities is the smallest of the amount by which the
qualified research expenses for the taxable year exceed the base period research expenses or 50 per
of the qualified research expenses for the taxable year.

A shareholder in an S corporation may claim the pro-rata share of the lowa credit for increasing
research expenditures on the shareholder’s individual income tax return. The S corporation must pro
vide each shareholder with a schedule showing the computation of the corporation’s lowa credit for
increasing research expenditures and the shareholder’s pro-rata share. The shareholder’s pro-ra
share othe lowa credit for increasing research activities must be in the same ratio as the shareholder
pro-rata share in the earnings of the S corporation.

Any research credit in excess of the corporation’s tax liability less the credits authorized in lowa
Codesections 422.33, 422.91 and 422.111 may be refunded to the taxpayer or credited to the estimate
tax of the taxpayer for the following year.

52.7(3) Research activities credit for tax years beginning in 20Bflective for tax years begin-
ning on or after January 1, 2000, the taxes imposed for corporate income tax purposes will be reduce
by a tax credit for increasing research activities.

a. The credit equals the sum of the following:

(1) Six and one-half percent of the excess of qualified research expenses during the tax year ove
the base amount for the tax year based upon the state’s apportioned share of the qualifying expenditur
for increasing research activities.

(2) Six and one-half percent of the basic research payments determined under Section 41(e)(1)(A
of the Internal Revenue Code during the tax year based upon the state’s apportioned share of the qua
fying expenditures for increasing research activities.

The state’s apportioned share of the qualifying expenditures for increasing research activities is &
percent equal to the ratio of qualified research expenditures in this state to total qualified research ex
penditures.

b. In lieu of the credit computed under paragrégh of this subrule, a taxpayer may elect to
compute the credit amount for qualified reseangbenses incurred in this state in a manner consistent
with the alternative incremental credit described in Section 41(c)(4) of the Internal Revenue Code. The
taxpayemay make this election regardless of the method used by the taxpayer on the taxpayer’s feder:
al income tax return. The election made under this paragraph is for the tax year and the taxpayer ma
use another method or this same method for any subsequent tax year.

For purposes of this alternative research credit computation, the credit percentages applicable t
qualified research expenses described in clauses (i), (ii), and (iii) of Section 41(c)(4)(A) of the Internal
Revenue Code are 1.65 percent, 2.20 percent, and 2.75 percent, respectively.
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c. For purposes of this subrule, the terms “base amount,” “basic research payment,” and “quali-
fied research expense” mean the same as defined for the federal credit for increasing research activities
underSection 41 of the Internal Revenue Code, except that, for purposes of the alternative incremental
credit described in paragrafih’ of this subrule, such amounts are limited to research activities con-
ducted within this state. For purposes of this rule, “Internal Revenue Code” means the Internal Reve-
nue Code in effect on January 1, 2006.

d. A shareholder in an S corporation may claim the pro-rata share of the lowa credit for increasing
research activities on the shareholder’s individual return. The S corporation must provide each share-
holder with a schedule showing the computation of the corporation’s lowa credit for increasing re-
search activities and the shareholder’s pro-rata share. The shareholder’s pro-rata share of the lowa
credit for increasing research activities must be in the same ratio as the shareholder’s pro-rata share in
the earnings of the S corporation.

Any research credit in excess of the corporation’s tax liability less the credits authorized in lowa
Codesections 422.33, 422.91 and 422.111 may be refunded to the taxpayer or credited to the estimated
tax of the corporation for the following year.

52.7(4) Research activities credit for an eligible busineBffective for tax years beginning on or
after January 1, 2000, an eligible business may claim a tax credit for increasing research activities in
this state during the period the eligible business is participating in the new jobs and income program
with the lowa department of economic development. An eligible business must meet all the conditions
listedunder lowa Code section 15.329, which include requirements to make an investment of $10 mil-
lion asindexed for inflation and the creation of a minimum of 50 full-time positions. The research cred-
it authorized in this subrule is in addition to the research activities credit described in 701—subrule
42.2(11) or the research credit described in subrule 52.7(3).

a. The additional research activities credit for an eligible business is computed under the criteria
for computing the research activities credit under 701—subrule 42.2(11) or under subrule 52.7(3), de-
pending on which of those subrules the initial research credit was computed. The same qualified re-
search expenses and basic research expenses apply in computhgaesearch credit for an eligible
business awere applicable in computing the credit in 701—subrule 42.2(11) or 52.7(3). In addition, if
the alternative incremental credit method was used to compute the initial research credit under
701—subrule 42.2(11) or 52.7(3), that method would be used to compute the research credit for an
eligible business. Therefore, if a taxpayer that met the qualifications of an eligible business had a re-
searchactivities credit of $200,000 as computed under subrule 52.7(3), the research activities credit for
the eligible business would result in an additional credit for the taxpayer of $200,000.

b. If the eligible business is a partnership, S corporation, limited liability company, estate or trust
where the income from the eligible business is taxed to the individual owners of the business, these
individual owners may claim the additional research activities credit allowed to the eligible business.
The research credit is allocated to each of the individual owners of the eligible business on the basis of
the pro-rata share of that individual’s earnings from the eligible business.

52.7(5) Corporatetax research aedit for increasing@searchactivities within a quality jobs enter-
prise zone Effective for tax years beginning on or after January 1, 2000, the taxes imposed for corpo-
rateincome tax purposes will be reduced by a tax credit for increasing research activities within an area
designated as a quality jobs enterprise zone. This credit for increasing research activities is in lieu of
the research activities credit described in 701—subrule 42.2(11) or the research activities credit de-
scribed in subrule 52.7(3).

a. The credit equals the sum of the following:

(1) Thirteen percent of the excess of qualified research expenses during the tax year over the base
amount for the tax year based upon the state’s apportioned share of the qualifying expenditures for
research activities.
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(2) Thirteen percent of the basic research payments determined under Section 41(e)(1)(A) of the
Internal Revenue Code during the tax year based upon the state’s apportioned share of the qualifyin
expenditures for increasing research activities. The state’s apportioned share of the qualifying expen
ditures for increasing research activities is a percent equal to the ratio of qualified research expendi
tures in the quality jobs enterprise zone to total qualified research expenditures.

b. In lieu of the credit computed under paragragh of this subrule, a taxpayer may elect to
compute the credit amount for qualified research expenses incurred in the quality jobs enterprise zon
in a manner consistent with the alternative incremental credit described in Section 41(c)(4) of the Inter-
nal Revenue Code. The taxpayer may make this election regardless of the method used by the taxpay
on the taxpayer’s federal income tax return. The election made under this paragraph is for the tax yec
and the taxpayer may use another method or this same method for any subsequent tax year. For pt
poses of this alternative research credit computation, the credit percentages applicable to qualified re
search expenses described in clauses (i), (ii), and (iii) of Section 41(c)(4)(A) of the Internal Revenue
Code are 3.30 percent, 4.40 percent, and 5.50 percent, respectively.

c. For purposes of this subrule, the terms “base amount,” “basic research payment,” and “quali-
fied research expense” mean the same as defined for the federal credit for increasing research activitie
underSection 41 of the Internal Revenue Code, except that, for purposes of the alternative incrementa
credit described in subrule 52.7(3) of this rule, such amounts are limited to research activities con-
ducted within the quality jobs enterprise zone. For purposes of this rule, “Internal Revenue Code”
means the Internal Revenue Code in effect on January 1, 2006.

d. Any research credit in excess of the corporation’s tax liability for the taxable year may be re-
funded to the taxpayer or credited to the corporation’s tax liability for the following year.

Thisrule is intended to implement lowa Code section 422.33 as amended by 2006 lowa Acts, House
File 2461.

701—52.8(422)New jobs credit. A tax credit is available to a corporation which has entered into an
agreement under lowa Code chapter 260E and has increased employment by at least 10 percent.

52.8(1) Definitions.

a. The ternm'new jobs” means those jobs directly resulting from a project covered by an agree-
ment authorized by lowa Code chapter 260E (lowa Industrial New Jobs Training Act) but does not
include jobs of recalled workers or replacement jobs or other jobs that formerly existed in the industry
in the state.

b. The terntjobs directly related to new jobsfheans those jobs which directly support the new
jobsbut does not include in-state employees transferred to a position which would be considered to be
job directly related to new jobs unless the transferred employee’s vacant position is filled by a new
employee.

ExampPLE A. A taxpayer who has entered into a chapter 260E agreement to train new employees for
a new product line transfers an in-state employee to be supervisor of the new product line but does nc
fill the transferred employee’s position. The new supervisor’s position would not be considered a job
directly related to new jobs even though it directly supports the new jobs because the transferred em
ployee’s old position was not refilled.

ExampPLE B. A taxpayer who has entered into a chapter 260E agreement to train new employees for
a new product line transfers an in-state employee to be supervisor of the new product line and fills the
transferred employee’s position with a new employee. The new supervisor’s position would be con-
sidered a job directly related to new jobs because it directly supports the new jobs and the transferre
employee’s old position was filled by a new employee.

The burden of proof that a job is directly related to new jobs is on the taxpayer.
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c. The term‘taxable wages’means those wages upon which an employer is required to contrib-
ute to the state unemployment fund as defined in lowa Code subsection 96.19(37) for the year in which
the taxpayer elects to take the new jobs tax credit. For fiscal-year taxpayers, “taxable wages” shall not
be greater than the maximum wage upon which an employer is required to contribute to the state unem-
ployment fund for the calendar year in which the taxpayer’s fiscal year begins.

d. The ternfagreement”means an agreement entered into under lowa Code chapter 260E after
July 1, 1985, an amendment to that agreement, or an amendment to an agreement entered into before
July 1, 1985, if the amendment sets forth the base employment level as of the date of the amendment.
The term “agreement” also includes a preliminary agreement entered into under lowa Code chapter
260E provided the preliminary agreement contains all the elements of a contract and includes the nec-
essary elements and commitment relating to training programs and new jobs.

e. The term'base employment levefheans the number of full-time jobs an industry employs at
a plant site which is covered by an agreement under chapter 260E on the date of the agreement.

f.  The term'project” means a training arrangement which is the subject of an agreement entered
into under lowa Code chapter 260E.

g. The term‘industry” means a business engaged in interstate or intrastate commerce for the
purpose of manufacturing, processing, or assembling products, conducting research and development,
or providing services in interstate commerce, but excludes retail, health or professional services. In-
dustrydoes not include a business which closes or substantially reduces its operatierséa of the
state and relocates substantially the same operation in another area of the state. Industry is a business
engaged in the above listed activities rather than the generic definition encompassing all businesses in
the state engaged in the same activities. For example, in the meat-packing business, an industry is con-
sidered to be a single corporate entity or operating division, rather than the entire meat-packing busi-
ness in the state.

h. The term'new employeesimeans the same as new jobs or jobs directly related to new jobs.

i.  The termfull-time job” means any of the following:

(1) An employment position requiring an average work week of 35 or more hours;

(2) An employment position for which compensation is paid on a salaried full-time basis without
regard to hours worked; or

(3) An aggregation of any number of part-time or job-sharing employment positions which equal
one full-time employment position. For purposes of this subrule each part-time or job-sharing employ-
ment position shall be categorized with regard to the average number of hours worked each week as
one-quarter, half, three-quarters, or full-time position, as set forth in the following table:

Average Number of Weekly Hours Category
More than 0 but less than 15 Ya
15 or more but less than 25 Yo
25 or more but less than 35 ¥

35 or more 1 (full-time)
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52.8(2) How to compute the credi.he credit is 6 percent of the taxable wages paid to employees
in new jobs or jobs directly related to new jobs for the taxable year in which the taxpayer elects to take
the credit.

ExampLE 1. A taxpayer enters into an agreement to increase employment by 20 new employees
which is greater than 10 percent of the taxpayer’s base employment level of 100 employees. In yea
one of the agreement the taxpayer hires 20 new employees but elects not to take the credit in that ye:
In year two of the agreement only 18 of the new employees hired in year one are still employed and the
taxpayer elects ttake the credit. The credit would be 6 percent of the taxable wages of the 18 remain-
ing new employees. In year three of the agreement the taxpayer hires two additional new employee
under the agreement to replace the two employees which left in year two and elects to take the credi
The credit would be 6 percent of the taxable wages paid to the two replacement employees. In year fou
of the agreement three of the employees for which a credit had been taken left employment and thre
additional employees were hired. No credit is available for these employees. A credit can only be
taken one time for each new job or job directly related to a new job.

ExaMmPLE 2. A taxpayer operating two plants in lowa enters into a chapter 260E agreement to train
new employees for a new product line at one of the taxpayer’s plants. The base employment level o
the date of the agreement at plant A is 300 and at plant B is 100. Under the agreement 20 new en
ployees will be trained for plant B which is greater than a 10 percent increase of the base employmen
level for plant B. In the year in which the taxpayer elects to take the credit, the employment level at
plant A is290 and at plant B is 120. The credit would be 6 percent of the wages of 10 new employees a
plant B as 10 new jobs were created by the industry in the state. A credit for the remaining 10 em-
ployeescan be taken if the employment level at plant A increases back to 300 during the period of time
that the credit can be taken.

52.8(3) When the credit can be takefhe taxpayer may elect to take the credit in any tax year
which either begins or ends during the period beginning with the date of the agreement and ending with
the date by which the project is to be completed under the agreement. However, the taxpayer may n
take the credit until the base employment level has been exceeded by at least 10 percent.

ExamPLE: A taxpayer enters into an agreement to increase employment from a base employment
level of 200 employees to 225 employees. In year one of the agreement the taxpayer hires 20 ne\
employees which is a 10 percent increase over the base employment level but elects not to take th
credit. Inyear two of the agreement 2 of the new employees leave employment. The taxpayer elects tc
take the credit which would be 6 percent of the taxable wages of the 18 employees currently employed
In year three the taxpayer hires 7 new employees and elects to take the credit. The credit would be
percent of the taxable wages of the seven new employees.

A shareholder in an S corporation may claim the pro-rata share of the lowa new jobs credit on the
shareholder’s individual tax return. The S corporation shall provide each shareholder with a schedule
showing the computation of the corporation’s lowa new jobs credit and the shareholder’s pro-rata
share. The shareholder’s pro-rata share of the lowa new jobs credit shall be in the same ratio as th
shareholder’s pro-rata share in the earnings of the S corporation. All shareholders of an S corporatior
shall elect to take the lowa new jobs credit the same year.

Any new jobs credit in excess of the corporation’s tax liability less the credits authorized in lowa
Code sections 422.33, 422.91, and 422.110 may be carried forward for ten years or until it is used
whichever is the earliest.

This rule is intended to implement lowa Code section 422.33.

701—52.9(422) Seed capital income tax crediRescinded IAB 3/6/02, effective 4/10/02.
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701—52.10(15)New jobs and income program tax cedits. For tax years ending after May 1, 1994,

for programs approved after May 1, 1994, but before July 1, 2005, an investment tax credit under lowa
Code section 15.333 and an additional research activities credit under lowa Code section 15.335 are
available to arligible business. The new jobs and income program was repealed on July 1, 2005, and
has been replaced with the high quality job creation program. See rule 701—52.28(15) for information
on the investment tax credit and additional research activities credit under the high quality job creation
program. Any investment tax credit and additional research activities credit earned by businesses ap-
provedunder the new jobs and income program prior to July 1, 2005, remains valid, and can be claimed
on tax returns filed after July 1, 2005.

52.10(1) Definitions:

a. ‘“Eligible business’means a business meeting the conditions of lowa Code section 15.329.

b. “Improvements to real propertyiicludes the cost of utility lines, drilling wells, construction of
sewage lagoons, parking lots and permanent structures. The term does not include temporary structures.

c. “Machinery and equipmenttneans machinery used in manufacturing establishments and
computers except point-of-sale equipment as defined in lowa Code section 4PAAt&rm does not
include computer software.

d. “New investment directly related to new jobs created by the location or expansion of an eligi-
ble business under the programieans the cost of machinery and equipment purchased for use in the
operation of the eligible business which has been depreciated in accordance with generally accepted
accounting principles and the cost of improvements to real property.

For the cost of improvements to real property to be eligible for an investment tax credit, the im-
provements to real property must have received an exemption from property taxes under lowa Code
section 15.332. Replacement machinery and equipment and additional improvements to real property
placed in service during the period of property tax exemption by an eligible business qualify for an
investment tax credit.

For tax years beginning on or after January 1, 2001, the requirement that the improvements to real
property must have received an exemption from property taxes under lowa Code section 15.332 has
been eliminated.

52.10(2) Investment tax edit. An investment tax credit of up to 10 percent of the new investment
which is directly related to new jobs created by the location or expansion of an eligible business is avail-
able. The credit is available for machinery and equipment or improvements to real property placed in
service after May 1, 1994. The credit is to be taken in the year the qualifying asset is placed in service.
For business applications received on or after July 1, 1999, for purposes of the investment tax credit
claimed under lowa Code section 15.333, the cost of land and any buildings and structures located on the
land will be considered to be a new investment which is directly related to new jobs for purposes of deter-
mining the amount of new investment upon which an investment tax credit may be taken.

For eligible businesses approved by the lowa department of economic development on or after
March 17, 2004, certain lease payments made by eligible businesses to a third-party developer will be
considered to be new investment for purposes of computing the investment tax credit. The eligible
business shall enter into a lease agreement with the third-party developer for a minimum of ten years.
The investment tax credit is based on the annual base rent paid to a third-party developer by the eligible
business for a period not to exceed ten years. The total costs of the annual base rent payments for the
ten-year period cannot exceed tlst of the land and the third-party developer’s cost to build or reno-
vate the building used by the eligible business. The annual base rent is defined as the total lease pay-
ment less taxes, insurance and operating and maintenance expenses.

If an eligible business fails to maintain the requirements of the new jobs and income program, the
taxpayemay be required to repay all or a portion of the tax incentives taken on lowa returns. Irrespec-
tive ofthe fact that the statute of limitations to assess the taxpayer for repayment of the tax credits may
have expired, the department may proceed to collect the tax incentives forfeited by failure to maintain
the requirements of the new jobs and income program because this is a recovery of an incentive, rather
than an adjustment to the taxpayer’s tax liability.
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If the eligible business, within five years of purchase, sells, disposes of, razes, or otherwise render:
unusablell or a part othe land, buildings, or other existing structures for which tax credit was claimed
underthis subrule, the income tax liability of the eligible business for the year in which all or part of the
property is sold, disposed of, razed, or otherwise rendered unusable shall be increased by one of tt
following amounts:

a. One hundred percent of the investment tax credit claimed if the property ceases to be eligible
for the tax credit within one full year after being placed in service.

b. Eighty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within two full years after being placed in service.

c. Sixty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within three full years after being placed in service.

d. Forty percent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within four full years after being placed in service.

e. Twentypercent of the investment tax credit claimed if the property ceases to be eligible for the
tax credit within five full years after being placed in service.

Any credit in excess of the tax liability for the tax year may be carried forward seven years or until
used, whichever is the earlier.

If the business is a partnership, S corporation, limited liability company, or an estate or trust electing
to have the income taxed directly to an individual, an individual may claim the credit. The amount
claimed by an individual must be based on the individual’s pro-rata share of the individual’s earnings
of the partnership, S corporation, limited liability company, or estate or trust.

52.10(3) Research activities creditAn additional research activities credit dkpercent of the
state’sapportioned share of “qualifying expenditures” is available to an eligible business. The credit is
available for qualifying expenditures incurred after May 1, 1994. The additional research activities
credit is in addition to the credit set forth in lowa Code section 422.33(5).

See rule 701—52.7(422) for the computation of the research activities credit.

See also subrule 52.7(3) for the computation of the research activities credit for tax years beginning
on or after January 1, 2000, and subrule 52.7(4) for the research activities credit for an eligible busines
for tax years beginning on or after January 1, 2000.

Any credit in excess of the tax liability for the tax year may be carried forward seven years or until
used, whichever is the earlier. This is in contrast to the research activities credit in lowa Code sectior
422.33(5) where any credit in excess of the tax liability for the tax year may be carried forward until
used orefunded. For tax years ending on or after July 1, 1996, the additional research activities credit
may at the option of the taxpayer be refunded.

If the business is a partnership, S corporation, limited liability company, or an estate or trust electing
to have the income taxed directly to an individual, an individual may claim the credit. The amount
claimed by an individual must be based on the individual’s pro-rata share of the individual’s earnings
of the partnership, S corporation, limited liability company, or estate or trust.

52.10(4) Investmentax cedit—value-added agricultural productBor tax years beginning on or
afterJuly 1, 2001, an eligible business whose project primarily involves the production of value-added
agricultural products may elect to receive a refund for all or a portion of an unused investment credit.
For tax years beginning on or after July 1, 2001, but before July 1, 2003, an eligible business includes
cooperativedescribed in Section 521 of the Internal Revenue Code which is not required to file an lowa
corporation tax return, and whose project primarily involves the production of ethanol. For tax years
beginning on oafter July 1, 2003, an eligible business includes a cooperative described in Section 521
of the Internal Revenue Code which is not required to file an lowa corporation income tax return.
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Eligible businesses that elect to receive a refund shall apply to the lowa department of economic
developmenfor tax credit certificates between May 1 and May 15 of each fiscal year. Only those busi-
nesses that have completed projects before the May 1 filing date may apply for a tax credit certificate.
The lowa department of economic development will not issue tax credit certificates for more than $4
million during a fiscal year. If applications are received for more than $4 million, the applicants shall
receive certificates for a prorated amount.

The lowa department of economic development will issue tax credit certificates within a reasonable
period oftime. Tax credit certificates are valid for the tax year following project completion. The tax
credit certificate must be attached to the tax return for the tax year during which the tax credit is
claimed. The tax credit certificate shall not be transferred, except for a cooperative described in Sec-
tion 521 of the Internal Revenue Code which is required to file an lowa corporation income tax return
and whose project primarily involves the production of ethanol for tax years beginning on or after Jan-
uary 1, 2002, or for a cooperative described in Section 521 of the Internal Revenue Code which is re-
quired to file an lowa corporation income tax return for tax years beginning on or after July 1, 2003.

For value-added agricultural projects for cooperatives that are not required to file an lowa income
tax return because they are exempt from federal income tax, the cooperative must submit a list of its
membersand the share of each member’s interest in the cooperative. The lowa department of econom-
ic development will issue a tax credit certificate to each member on the list.

For tax years beginning on or after January 1, 2002, but before July 1, 2003, a cooperative described
in Section 521 of the Internal Revenue Code which is required to file an lowa corporation income tax
returnand whose project primarily involves the production of ethanol may elect to transfer all or a por-
tion of its tax credit to its members. For tax years beginning on or after July 1, 2003, a cooperative
described in Section 521 of the Internal Revenue Code which is required to file an lowa corporation
incometax return may elect to transfer all or a portion of its tax credit to its members. The amount of tax
credit transferred and claimed by a member shall be based upon the pro-rata share of the member’s
earnings in the cooperative. The lowa department of economic development will issue a tax credit
certificate to each member of the cooperative to whom the credit was transferred provided that tax
credit certificates which total no more than $4 million are issued during a fiscal year.

The following nonexclusive examples illustrate how this subrule applies:

ExampLE 1. Corporation A completes a value-added agricultural project in October 2001 and has
an investment tax credit of $1 million. Corporation A is required to file an lowa income tax return but
expects no tax liability for the year ending December 31, 2001. Thus, Corporation A applies for a tax
credit certificate for the entire unused credit of $1 million in May 2002. The entire $1 million is ap-
proved bythe lowa department of economic development, so the tax credit certificate is attached to the
tax return for the year ending December 31, 2002. Corporation A will request a refund of $1 million on
this tax return.

ExampPLE 2. Corporation B completes a value-added agricultural project in October 2001 and has an
investment tax credit of $1 million. Corporation B is required to file an lowa income tax return but
expects no tax liability for the year ending December 31, 2001. Thus, Corporation B applies for a tax
credit of $1 nillion in May 2002. Due to the proration of available credits, Corporation B is awarded a
tax credit certificate for $400,000. The tax credit certificate is attached to the tax return for the year
ending December 31, 2002. Corporation B will request a refund of $400,000 on this tax return. The
remaining $600,000 of unused credit can be carried forward for the following seven tax years or until
the credit is depleted, whichever occurs first. If Corporation B expects no tax liability for the tax period
ending December 31, 2002, Corporation B may apply for a tax credit certificate in May 2003 for this
$600,000 amount.
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ExampLE 3. Corporation C completes a value-added agricultural project in March 2002 and has an
investment tax credit of $1 million. Corporation C is required to file an lowa income tax return and
expects a tax liability of $200,000 for the tax period ending December 31, 2002. Thus, Corporation C
appliesfor a tax credit certificate for the unused credit of $800,000 in May 2002. A tax credit certificate
is awarded for the entire $800,000. The tax credit certificate for $800,000 shall be attached to the ta
return for the period ending December 31, 2003, since the certificate is not valid until the year follow-
ing the project’s completion. The tax return for the period ending December 31, 2002, reports a tax
liability of $150,000. The investment credit is limited to $150,000 for the period ending December 31,
2002, and the remaining $50,000 can be carried forward for the following seven tax years.

ExampPLE 4. Corporation D is a cooperative described in Section 521 of the Internal Revenue Code
thatcompletes a project involving ethanol in August 2002. Corporation D has an investment tax credit
of $500,000. Corporation D is not required to file an lowa income tax return because Corporation D is
exempt from federal income tax. When filing for the tax credit certificate in May 2003 for the
$500,000 unused credit, Corporation D must attach a list of its members and the share of each men
ber’s interest in the cooperative. The lowa department of economic development will issue tax credit
certificates to each member on the list based on each member’s interest in the cooperative. The men
bers can attach the tax credit certificate to their lowa income tax returns for the year ending Decembe
31, 2003, since the certificate is not valid until the year following project completion.

ExampLE 5. Corporation E is a cooperative described in Section 521 of the Internal Revenue Code
thatcompletes a project involving ethanol in August 2002. Corporation E has an investment tax credit
of $500,000. Corporation E is required to file an lowa income tax return because Corporation E is not
exempt from federal income tax. Corporation E expects a tax liability of $100,000 on its lowa income
tax return for the year ending December 31, 2002. Corporation E applies for a tax credit certificate for
the unused credit of $400,000 and elects to transfer the $400,000 unused credit to its members. Whe
applyingfor the tax credit certificate in May 2003, Corporation E must provide a list of its members and
the pro rata share of each member’s earnings in the cooperative. The lowa department of economi
development will issue tax credit certificates to each member of the cooperative. The members car
attach the taxredit certificate to their lowa income tax returns for the year ending December 31, 2003,
since the certificate is not valid until the year following project completion.

ExampLE 6. Corporation F is a cooperative described in Section 521 of the Internal Revenue Code
that completes a project involving ethanol in August 2002. Corporation F is a limited liability compa-
ny that files a partnership return for federal income tax purposes. Corporation F is required to file an
lowa partnership return because Corporation F is not exempt from federal income tax. Corporation F
has an investment tax credit of $500,000 which must be claimed by the individual partners of the part-
nershipbased on their pro-rata share of individual earnings of the partnership. Corporation F expects &
tax liability of $200,000 for the individual partners. Corporation F may apply for a tax credit certificate
in May 2003 for the unused credit of $300,000. Corporation F must list the names of each partner anc
the ownership interest of each partner in order to allocate the investment credit for each partner. The
tax credit certificate may be claimed on the partner’s lowa income tax return for the period ending De-
cember 31, 2003.

52.10(5) Corporate tax credit—certain sales taxes paid by develdpar.eligible businesses ap-
proved bythe lowa department of economic development on or after March 17, 2004, the eligible busi-
ness may claim a corporate tax credit for certain sales taxes paid by a third-party developer.

a. Sales taxes eligible for the credit. The sales taxes paid by the third-party developer which are
eligible for this credit include the following:

(1) lowasales and use tax for gas, electricity, water, or sewer utility services, goods, wares, or mer-
chandise, or on services rendered to, furnished to or performed for a contractor or subcontractor an
used inthe fulfilment of a written contract relating to the construction or equipping of a facility within
the economic development area.
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(2) lowa sales and use tax paid for racks, shelving, and conveyor equipment to be used in a ware-
house or distribution center within the economic development area.

Any lowa sales and use tax paid relating to intangible property, furniture and other furnishings is not
eligible for the corporate tax credit.

b. How to claim the credit. The third-party developer must provide to the lowa department of
economic development the amount of lowa sales and use tax paid as described in garagrid
amount ofowa sales and use tax attributable to racks, shelving, and conveyor equipment must be iden-
tified separately.

The lowa department of economic development will issue a tax credit certificate to the eligible busi-
ness equal to the lowa sales and use tax paid by the third-party developer for gas, electricity, water, or
sewer utility services, goods, wares, or merchandise, or on services rendered to, furnished to or per-
formed for a contractor or subcontractor and used in the fulfillment of a written contract relating to the
construction oequipping of a facility. In addition, the lowa department of economic development will
also issue a separate tax credit certificate to the eligible business equal to the lowa sales and use tax paid
by the third-party developer for racks, shelving, and conveyor equipment to be used in a warehouse or
distribution center.

The tax credit certificate shall contain the name, address, and tax identification number of the eligi-
ble business, along with the amount of the tax credit and the year in which the tax credit can be claimed.
The tax credit certificate must be attached to the taxpayer’s income tax return for the tax year for which
the tax credit is claimed. Any tax credit in excess of the taxpayer’s tax liability is refundable. In lieu of
claiming the refund, the taxpayer may elect to have the overpayment credited to the tax liability for the
following seven years or until it is used, whichever is the earlier.

For the tax credit certificate relating to lowa sales and use tax paid by the third-party developer for
racks, shelving, and conveyor equipment, the aggregate amount of tax credit certificates and tax re-
funds for lowa sales and use tax paid for racks, shelving, and conveyor equipment to eligible busi-
nesses under the new jobs and income program, enterprise zone program and new capital investment
programcannot exceed $500,000 in a fiscal year. The requests for tax credit certificates or refunds will
be processed in the order they are received on a first-come, first-served basis until the amount of credits
authorizedor issuance has been exhausted. If applications for tax credit certificates or refunds exceed
the $500,000 limitation for any fiscal year, the applications shall be considered in succeeding fiscal
years.

This rule is intended to implement lowa Code sections 15.331C, 15.333 and 15.335.

701—52.11(422) Refunds and overpayments.

52.11(1)to 52.11(6) Reserved.

52.11(7) Computation of interest on refunds resulting from net operating losses or net capital
lossedor tax years or periods beginning on or after January 1, 1%Rdscinded |1AB 11/24/04, effec-
tive 12/29/04.

52.11(8) Computation of interest on refunds resulting from net operating losses or net capital
losses for tax years or periods beginning on or after January 1, 1974, and endingfter duly 1,
1980. Rescinded IAB 11/24/04, effective 12/29/04.

52.11(9) Computation of interest on refunds resulting from net operating losses or net capital
losses for tax years ending on or after April 30, 19Bkscinded IAB 11/24/04, effective 12/29/04.

52.11(10) For refund claims received by the department after Jun98HY. If the amount of tax is
reduced as a result of a net operating loss or net capital loss, interest shall accrue on the refund resulting
from the loss carryback beginning on the date a claim for refund or amended return carrying back the
net operating loss or net capital loss is filed with the department or the first day of the second calendar
month following the actual payment date, whichever is later.

52.11(11) Overpayment—interest accruing before July 1, 1986scinded IAB 11/24/04, effec-
tive 12/29/04.
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52.11(12) Interest commencing on or after January 1, 1982e rule 701—10.2(421) regarding
the rate of interest charged by the department on delinquent taxes and the rate paid by the departme
on refunds commencing on or after January 1, 1982.

52.11(13) Overpayment—interest accruing on or after July 1, 1980, and before April 30, 1981.
Rescinded IAB 11/24/04, effective 12/29/04.

52.11(14) Overpayment—intereatcruing on overpayments resulting from returns due on or after
April 30, 1981.1f the amount of tax determined to be due by the department is less than the amount
paid, the excess to be refunded will accrue interest from the first day of the second calendar montt
following the date of payment or the date the return was due to be filed or was filed, whichever is the
later.

This rule is intended to implement lowa Code section 422.25.

701—52.12(422)Deduction of credits. The credits against computed tax set forth in lowa Code sec-
tions 422.33 and 422.110 shall be deducted in the following sequence.

1. Franchise tax credit.

2. Historic preservation and cultural and entertainment district tax credit (nonrefundable por-
tion).

3. Venture capital credits.

4. Endow lowa tax credit.

5. Agricultural assets transfer tax credit.

6. Investment tax credit.

7. Wind energy production tax credit.

8. Renewable energy tax credit.

9. New jobs credit.

10. Economic development region revolving fund tax credit.

11. Alternative minimum tax credit.

12. Historic preservation and cultural and entertainment district tax credit (refundable portion).

13. Corporate tax credit for certain sales tax paid by developer.

14. Ethanol blended gasoline tax credit.

15. Research activities credit.

16. Assistive device credit.

17. Motor fuel credit.

18. Wage-benefits tax credit.

19. Soy-based cutting tool oil tax credit.

20. Refundable portion of investment tax credit, as provided in subrule 52.10(4).

21. E-85 gasoline promotion tax credit.

22. Biodiesel blended fuel tax credit.

23. Soy-based transformer fluid tax credit.

24. Estimated tax and payments with vouchers.

Thisrule is intended to implement lowa Code sections 15.333, 15.335, 422.33, 422.91 and 422.110.

701—52.13(422) Livestock production creditsFor rules relating to the livestock production in-
come tax credit refunds see rule 701—43.8(422).
This rule is intended to implement 1996 lowa Acts, chapter 1197, sections 19, 20, and 21.
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701—52.14(15E)Enterprise zone tax cedits. For tax years ending after July 1, 1997, for programs
approvedafter July 1, 1997, a business which qualifies under the enterprise zone program is eligible to
receive tax credits. An eligible business under the enterprise zone program must be approved by the
lowa department of economic development and meet the requirements of lowa Code section 15E.193.
The administrative rules for the enterprise zone program for the lowa department of economic devel-
opment may be found at 261—Chapter 59.

52.14(1) Supplementahew jobs credit fromvithholding. An eligible business approved under the
enterprise zone program is allowed the supplemental new jobs credit from withholding as provided in
701—subrule 46.9(1).

52.14(2) Investmentax credit. An eligible business approved under the enterprise zone program is
allowed an investment tax credit of up to 10 percent of the new investment which is directly related to
new jobs created by the location or expansion of the eligible business.

The provisions under the new jobs and income program for the investment tax credit described in
rule 701—52.10(15) are applicable to the enterprise zone program with the following exceptions:

a. The corporate tax credit for certain sales taxes paid by a developer described in subrule
52.10(5) does not apply for the enterprise zone program.

b. For projects approved on or after July 1, 2005, under the enterprise zone program, the invest-
ment tax credit will be amortized over a five-year period, as described in subrule 52.28(2).

c. Fortax years ending on or after July 1, 2005, an eligible business approved under the enterprise
zone program whose project primarily involves biotechnology-related processes may elect to receive a
refund for all or a portion of an unused investment credit as described in subrule 52.10(4).

52.14(3) Research activities crediAn eligible business approved under the enterprise zone pro-
gram is eligible for an additional research activities credit as described in subrule 52.7(5).

For tax years ending on or after July 1, 2005, for eligible businesses approved under the enterprise
zone program, research activities allowable for the lowa research activities credit include expenses
related to the development and deployment of innovative renewable energy generation components
manufactured or assembled in lowa; such expenses related to the development and deployment of in-
novative renewable energy generation components are not eligible for the federal credit for increasing
research activities. For purposes of this subrule, innovative renewable energy generation components
do not include components with more than 200 megawatts in installed effective nameplate capacity.
The research activities credit related to renewable energy generation components under the enterprise
zoneprogram and the high quality job creation program described in subrule 52.28(1) shall not exceed
$1 million in the aggregate.

These expenses related to the development and deployment of innovative renewable energy gener-
ation components are applicable only to the additional research activities credit set forth in subrule
52.7(5) for businesses in enterprise zones and the additional research activities credit set forth in sub-
rule 52.28(1) for businesses approved under the high quality job creation program, and are not applica-
ble to the research activities credit set forth in subrule 52.7(3).

52.14(4) Repayment of incentiveEffective July 1, 2003, eligible businesses in an enterprise zone
may be required to repay all or a portion of the tax incentives received on lowa returns if the eligible
business experiences a layoff of employees in lowa or closes any of its facilities in lowa.

This rule is intended to implement lowa Code section 15E.193 and Supplement section 15E.196.

701—52.15(15E)Eligible housing business tax @dit. A corporation which qualifies as an eligible
housing business may receive a tax credit of up to 10 percent of the new investment which is directly
related tahe building or rehabilitating of homes in an enterprise zone. The tax credit may be taken on
the tax return for the tax year in which the home is ready for occupancy.

An eligible housing business is one which meets the criteria in lowa Code section 15E.193B.
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52.15(1) Computation of tax creditNew investment which is directly related to the building or
rehabilitating ohomes includes but is not limited to the following costs: land, surveying, architectural
services, building permits, inspections, interest on a construction loan, building materials, roofing,
plumbing materials, electrical materials, amounts paid to subcontractors for labor and materials pro-
vided, concrete, labor, landscaping, appliances normally provided with a new home, heating and cool
ing equipment, millwork, drywall and drywall materials, nails, bolts, screws, and floor coverings.

New investment does not include the machinery, equipment, hand or power tools necessary to builc
or rehabilitate homes.

A taxpayer may claim on the taxpayer’s corporation income tax return the pro-rata share of the lowa
eligible housing business tax credit from a partnership, limited liability company, estatst.olhe
portion ofthe credit claimed by the taxpayer shall be in the same ratio as the taxpayer’s pro-rata share o
the earnings of the partnership, limited liability company, or estate or trust, except for projects begin-
ning on or after July 1, 2005, which used low-income housing credits authorized under Section 42 of
the Internal Revenue Code to assist in the financing of the housing development. For these projects, tf
partnershiplimited liability company or S corporation may designate the amount of the tax credit to be
allocated to each partner, member or shareholder.

Any lowa eligible housing business tax credit in excess of the corporation’s tax liability may be
carried forward for seven years or until it is used, whichever is the earlier.



